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A. INTRODUCLION

The US delegstion to CG/COCOM/CHINCOM has noted that a
CFEP decision is belng sought relative to conducting a com-
prehensive review of our scanomic defenge policy and that such
& review, if wndertaken, would not be completed before November
st the earliest (reference TOPOL T4, July 13). The delegation
45 of the opinion that such a review 1s sorely needed in the
1ight of the msatisfactory state of affalrs which has existed
for a considerable period of time in the 15-nation "Fards
group® on East-iest trade controls,.

- This airgram is intended to assist the carrying out of
sach a review by the prosentation of frank observations on the
atiitudes of other member countries concerning the principal
divinive issue of the past two years-—i.e., China differential#
gontrols—and the consequences resulting from the fallure to
resolve that iasue,

The delegation is fully cognizant of the maly factors
l ' gowerin: US polieles in this area, and therefore trusts that
\ this message will not be misconsirued as espousing the policies

# The China "differential® consists of some 451 item definitions
(or parts of dafinitions) which are subject to embargo to Com-
munist China but not embargoed to the European Toviet bloe. In
addition, thers are 227 items on Intermational List I, the
Atomic Energy and the Nunfitions Lists, which are ambargoed beth
\ to (hina and the Furopean bloc.
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£ other member comntries against those of the US. The following evalua-
*fion of the basic problem as seen from this end has not affected the
USDEL'S determination to continue vigorously to defend whatever US
policy decisions emerge (or remain unchanged) in this field. At the
saze time, the delegation feels it would be aprroprizte to present its
honest appraisal of where we are now, and where a continuation of the presant
sitwuation threatens to lead us,

It is no secret that the US today stands in a virtually isolated position
smong the Pards group countries with regard to the validity (strategle, economic,
politieal, and conceptual) of the continued application of differential trade

gontrols against Communist China. The basic guestlon posed by this ract is whether

the voluntary multilateral forum established to coordinate netional policies is
capable of resclving this fundamental disagreement. Recent developments lead us
to the conclusion that the very existence of this Parls organisation is in
jeopardy unless there is some accormodation by the US tp the views of other
member countries concerning the "China differential®,

On July 13, at the last China Committes meeting before the summer recess,
the United Kingdom made a poliey statment on China controls which points up some
of the basic issues (reference Document CH/730, reported in POLTO 104), Im
USDEL's view, this statement cannot be ignored as an intemperate expression of
irritation; instead, it represents a serious and carefully-worded condemnatlon
of US "inflexibility?, To a certain extent, the UK declaration is attributable
to increasing dissatisfaction (by the UK and others) that the present China
~ontrols rest on policy decisions recorded well over two years ago, and thast
«*F® has been no maltilsteral review of these controls at the policy level
sinece that time. It should be noted in this connection that when the Paris
group was established some six years ago 1t was contemplated that the top-level
Consultative Group would meet several times a year. This practice was followed
wntll mid-1954. Since then, with a view to sverting any change in China controls,
the US has managed to stave off a (G meeting. {A chronol of events in this
connection is reported separately in POLTO A-69 of #pgust 2). In forestalling
such a meeting for over two years we have "bought time", buit we have also seen
the deterioration of COCOM and CHINCOM as effective multilateral organizations,

B, IHE UK STATEMENT
Although the general meaning and purpose of the recent UK declaration

sre self-evident, there are certain points on which the USDEL would like to
somment further,

1., The UK suggests that CHINCOM “should take serious note of the fact that

on numerous occasions the virtually unanimous agreement of the Compittee to an
~ export has been subjected to adverse criticism « « - « - ~ -
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[By the 3. This is a situation which the majority of the Cammittee's
Nember Governments sre finding increasingly intolerable...® Future UK
deeisions will therefore be "guided to an ineressing extent by the
expressed opinions of the mmjority.*

This represents & declaration of intention o break away from

the longstanding though wnwritten rule of the Committce that unanimity

is required before approval of those cases submitted for prior con-

sultation. Por nearly six years the US has bad what amounted to & velo

over trsnsactions involving such items, aince with rare exveptlons it

had been the practice of all member countries to withhold export 1licenses

if any cbjections vere reaised under the prior consultatlon (Doe. 4T1)

presedure. It 1s true that the great majority of China exception cases up to

the present time bave involved items subjeet to another {Doe. 732) procedure,
permitting ex post facto anpouncements of licenses issued, Recently, however,

~ ingreasing rocourse hae been made Lo ltems of greator strategic imporiance
for vhich prior coansultation is required. Thus the UK declaration (and its
implementation which has already taken plase with regard to one significant
UR exgeption) severely limite the practical ability of the US to influance
the sctions of member countries with regard to the entire scope of Chima differ-
sntial eontrols,

- 2. The UK says that the China differential "is no longor con-

sidered logieal or defensible.® Thai the UK view ia sbared by most/Afther
sountries scems borme out bty statements wbich the latter bave made. For
@muple, the Dutch government considers the differential to be & *hypoerisy.®
Ganefs feels that maintenance of the differential "is meking & nockery of the
voluntary eontrol systeam™. Dgumairk hes stated Tt wodld be flying the
fase of redity not to sllow for flexibility...to meel the needs of the present
situstion®. Pelgium believes that "some of the restrictimus presently in
force have lost most of their effectivenesz.” Jialy has expressed the view
that "many of the technical premises upon which the lists were them prepared
oan nov, Tive years latsr, be considersd obsolete.®™ A high Gaxman official,
after sanvassing most of the key delegations in Paris, reported he found none,
who thought the differential oould be defended on sirategic grounds, or was
impressed with the extra cost burden® sggument. The views of Frange and
S80AD are already well known.

3. The UK also contends that the differential controls now saver
of "econamlc warfare, & function oot preseribed for the China Committee.™
¥hile other countries would join with the UK in rejecting the ceanomic
warfare concept in elther COCOM or CHINCOM controls, USLEL previously has
pointed out (POJTO 1196 or January 13) that there hes never been an dgreed
understanding a2 to the specific objectives of the China control poiley.
m& outzﬁ'ols vere introduced as an extension of the UR embargo resclution,

it}
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a Chiva policy per se. As for the UN resoluviion Itself
% mﬂm% that the (hina MfTerentisl oold gﬂ
sholished withont vidlgting the formmr,

erraxts opn long be experied to cortirue to eccept [the China
15Y7. IF the China Committes is to retein its vitality,

SR pepae ;f ’
1ts honecty anl it coordinating functions intact it must ask that

dne reosrd be prid to the wishes of the overvhalming majordty of 1ts

While the mrevieus reference t0 fmajority views"-in (1}_ EbO¥ O
relates to ©w 1fcensing of individnel exports, the later referece
tmgiies thot majority views phall jrevall in ay scbstent e revision,
" the mot too dlstard future®, of the controls snd procedires

2 EE

themedlves, The com:instion of these iwo points spposTs ee
mbstantially vhatever safeguard the U8 mizht resd into the ssmurence
that the UX does not intend to act unilisterslly without conplting
the Somed tho0.

when proviafon was first mede for cxgeptiong to the China
; . tha total of cages subedited in the early perlods cane Yo
ad & oomlative totsl of cver $35 million hes now heen resched.
(through Jiy 1956), The artusl ldofnsing of these eweeplions
woonte to o zomewhad seller fipmre, In the psst this dlsparity
hes bawn pertly die to UB objections, though in recent monihs the
gmp detwscn *cages presonted™ end "licenses issued® has congd deratly
smTowete It is slso elgniflcant that the wilume of cases satmitted
has recertly acoelersted to sue: an extent thet over half of the
aforesortionsd 235 wdlldon total wes repgletered during the first

ERTEY et 125 &19%0 :

w viog of the eversewunting woluma and velue of Thina exseptlon
m?%%qs&ﬁimmmﬂmmﬁmhawmwm&m
wined the irtesrity of the differential as on "embargo® celerary that
fttr precorvationeseven t&r&ﬁwﬁa vorthhile, 2 TSTEL gnalysis
of sxception scases wibth aestion in mind (reported in more detall
in POITO AelS or July 28) shove, perhape surprisingly, that as of
Jone 30 the vest ik of Chine Aifferentisl iltesms were sidll coder
affective eduwres, ut of LS1 Miferential items, 320 had not vet
boms touched, Furthermore, over 99% of the totel valne of cases
muimitted was sccounted for by only 27 items. A large portlon of the
total velue heo involved items which ere relatively immccnous from e
stratezic vtandpolint.

At first glence the preceding par

sorach mdizht indicate cone hope
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of maintaining a substantial pertion of the differential embarge, lHewever,

1t seeus glear from the UK declarstion, the known attitude of moest other member
ceuntries, and the geewetric insrease in the mmber and value of exception
cases submitted, that the whole principle of the China differential will be
increasingly subjected te frontal ssseult--regardless of whether any commercial
demand develops for these items which have not yet figured in the China trade.
Ia the month of July, exceptions were submitted invelving 9 differential ltems
which had previousiy besm untouched.

Over the past year or se, little or nething censtructive has been accomplished
in sither COCCH or CHINCOH. In the US delegation's epinion, this is directly
attridutable to the fallure te resclve the problem of China contrels. Baslcally,
the U5 has beep fighting a rearguard action against streng pressures for re-
laxation of the differential. Faced with what other countries regard as US
#iatransigence”, they have resorted to whittling away at the established pro-
cedures; they have submitted exceptions which they privately acknowledge as dis-
tertione of the intent of the Committee's formal agreements; and they ne longer
pay much, 1f any, sttention %o U3 views. R

There is an almost inevitable spill-over into the CUCOM ferum of the un—
sstisfactory atmesphere in the China Committee. In COCOM thers recently have
been several impertant instances where the sstablished rules and precedures
have been disregarded. Fer example, shipping controls have particularly suffered

w in this connectien. Alse, the annual List II review, which sets—er 1s supposed
te set--quantitative limits fer certain items, has to an increasing extent lest
most of its meaning. The quantitative "conirol" for many items vastly exceeds
actual or ferssesable commercisl seles possibilities; in contrast te US urging
of more realistic queta limitations, other countries press for downgrading er
decontrol of the item.

Even more sericus 1s the prebability that pressures for relaxing China com-
trels will stimmlate demands feor a dewnward revision of COCOM controls vis-a-vis
the Puropesn Sovist Blec. The UK has developed a ®thermo-puclear warfare”
concept of strategic trade controls, which it presumably intends te spemsor at
an apprepriate time, while details are not yet available, the plan emvisages
s substantizl reduction in the items te be covered. The French are alse de-
veloping their ewn ideas of items to be deleted from the COCCH lista, including
& proposal to dewngrade List II to List III. 3Juch propesals, when fermally in-
treduced, will prebably attract the support of mest COCOM members.
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Whataver lsedership the U3 previousl- exercised in the Paris group has now all
but dimsappearsd, Ths wide divergencios betwsen the U2 and rost of the other countries
on Chins trade controls not only exassrbate relations in the Paris group; similar irpie
tations must regult on the frequ nt oscasions vhen highe=level representations by Washe
ington and our Missionsg asre reguired in sonmection with trade control maiters, Of all
the ismternationsl organisations In which the US partiecipates, the Parls group is probabe
ly the most Mvigive from the U35 standpoint of friendly ralnﬁam with our ellies, It
is a2 cause of profound dagquiet to the US delegation that our preatige im this formm
has suffered to sush an extent that our future ability to inflwence our partners on mabe
tors of roal strategic aignificance ha: bsen materially reduced,

USDEL. has not attenpted to make detailed reoormendations, since it is felt that
Whﬁ%uatwﬁﬁm%&%%ﬁ@tu&um!nmhﬁanhmxb
riding policy sonsiderations, At the sze time delagation doos foel impelled to
ammmmmmmm&uhm@mmmmg appraiaal:

1. Virteally all neober goverrmenta of the Pards group are willing to support
a mltiloteral trade sontrol program vhose obisetive is th: denial of items unanimous-
1y agresd ¥ be of strateric irportance. In the Pframevork of China gontrols, the formal
miltilateral sgreomenis no longer reflsct the vieus of any active member of CHINCOM e
ee~t, the U3, In the feld of COCOH contruls thers is also a growing t'weat of preasures
f o relazation, Whils this threat iz not sc tangible as that pertaining to China conm
mh,itm&mtmmwzéfmmmmmﬁwﬁmmmhmmluy.

2+ Barring sn outhresk of getusl hoptilitiea in the oy %sat, other render
govermants will contime to press for the abolition of the China differsmtial. It will
deappoar vhathar the U3 congus or not, If earried out in an orderly way with US eon-
eurrense the multilsteral undertaking for fubture coordingtion of strategle trade con~
trols will be preserved, vhile the reverse situation would further sndanger the miltie
lateral forum's Mﬁm, if pot exiatence,

3. Mosb of the other oountriss now recognise that the U3 cannot pate in
s fulledross dounusrd revision of China controls - guch as would be involved in a CC
meeting — wntil atter Yovember, FRowover, our oft-ropsated mssertion merely to the ef-
feat that we hays the matter under * high-lewel review" is mo longer an ad-quate stop-
g%p. Vhen COTOF/UNINCOM reseonvene in late Angust the reeent UK declaration is likely %o
reoeive supporting reaponses from other members, It is ab this early stege hen we may
be feaed with the choloe of ro-alning silant and seling a disorderly disintegration of the
CHINCOF gontrols, or of making scee interim The latter w uld have to be
sssorpanied Ly mtwmgainamlﬁhhmmmﬁwmwﬂthm
thmmata@mtmnmmmm&m future.

4s Beosnt U3 negotigting proposals, while reaognising that something should be
mmmmmwm other me: msmtsaatathemwfhnatm,
have 1 oortain quid pro featwres, That 13, in retwrn for 03
in some Jon of the China con ,mw@dwaﬁaﬁ@m of controls in other
u"*u, As in the sase ofmtmgoﬁa‘&mgmiﬁm, there is the implication that in ew~

for conoessions on our pwrt, ‘he othor parties are oblirzted to give something

in mm,, USHEL reapeatfull; sugpests t at t'is s not nscesssril: true in the cuntaxt
of a yoluntar- multilateral oo trol program, partioulsrly with regard to the China
§ifferential, As mentioned In the "2ronolog® (POLTO A~L9), other ocountries have full
resson to sxpect that the Jiffepential will he dealt wih long hefore t:is., The NEWK
no dwbt regard themselves as having e *véer« 2 gutiam, and mar well fael
#%at ta pnmabibibag 2N 2dorinte i b ial on amn D 214 3In adwanod.
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